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= Introduction  i_  — 

In  October  1994,  Jack  W.  Ady,  Minister  of  Advanced  Education  and  Career 
Development,  announced  a new  policy  framework  to  meet  the  learning  needs  of  adult 
Albertans.  The  framework  was  developed  after  extensive  consultation  with  those  involved 
in  the  province's  adult  learning  system  and  other  interested  Albertans. 

New  Directions  for  Adult  Learning  in  Alberta  identified  four  goals  for  the  adult  learning 
system  — accessibility,  responsiveness,  affordability  and  accountability  --  and  set  out  22 
strategies  to  achieve  them.  One  strategy  the  department  is  committed  to  pursuing  is  to 
provide  funding  to  post-secondary  institutions  through  a new  mechanism  that  rewards 
an  institution's  performance  in  providing  accessibility,  quality  and  relevance  to 
learners  at  the  lowest  possible  cost.  The  funding  mechanism  is  to  be  implemented  in  the 
1996-97  fiscal  year. 

We  are  interested  in  your  views  on  an  effective  method  for  funding  post-secondary 
education  in  this  province.  We  present  this  paper  as  a basis  for  further  discussion  of  the 
topic. 

In  February,  we  invited  the  boards,  administrators,  faculty  associations  and  student 
associations  in  our  adult  learning  system  to  respond  to  an  outline  paper  on  funding 
principles  and  options.  You  will  find  a summary  of  their  responses  in  Appendix  I.  We 
also  studied  the  funding  methods  used  in  other  jurisdictions  in  Canada  and  various 
countries  throughout  the  world.  A summary  of  that  information  appears  in  Appendix  H 

In  this  paper,  we  identify  funding  principles,  outline  in  general  terms  a proposed  funding 
mechanism  and  ask  questions  for  your  consideration. 

The  funding  mechanism  proposed  is  performance-based  and  consists  of  two  main  parts: 

1.  A general  operations  grant  to  post-secondary  institutions  to  fund  program  delivery, 
administration  and  general  capital  requirements  within  each  institution's  mandate.  This 
grant  would  be  tied  to  targets  identified  in  the  department's  business  plan. 

2.  Performance-driven  "envelopes"  of  funds  that 

a. )  reward  performance  and 

b. )  assist  and  act  as  incentives  for  the  adult  learning  system  to  meet  specific  objectives. 

The  principles  and  proposal  were  influenced  by  the  comments  we  received,  our  research 
on  funding  methods  in  other  jurisdictions  and  the  relevance  to  our  situation  in  Alberta. 

Throughout  the  process  of  restructuring  our  adult  learning  system,  we  have  benefitted 
from  the  input  of  Albertans.  Your  further  comments  will  help  us  to  develop  a way  to 
allocate  resources  to  institutions  that  rewards  performance  and  maintains  the  strengths  of 
our  system  so  that  the  needs  of  students  are  met.  A recommendation  for  such  a funding 
mechanism  will  be  brought  forward  at  the  Minister's  Forum  on  Adult  Learning  in  October 
1995. 
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= Background 

Albertans  recognize  the  value  of  post-secondary  education  — both  to  individual  learners 
and  to  society  as  a whole  --  by  supporting  the  development  of  a first-class  adult  learning 
system.  Their  investment  has  reaped  dividends.  Our  citizens  are  knowledgeable  and 
skilled.  Albertans'  educational  attainment  ranks  among  the  highest  in  Canada.  Our 
educated  and  proficient  work  force  enhances  Alberta's  economic  competitiveness. 
Although  the  province  has  only  about  ten  per  cent  of  Canada's  population,  we  train  about 
one-quarter  of  the  country's  apprentices.  Our  two  largest  universities  are  among  the  top 
ten  in  Canada  in  terms  of  volumes  of  sponsored  research  activity. 

The  Alberta  government  and  the  people  of  this  province  want  a competitive,  quality  adult 
learning  system  for  the  future.  It  is  our  objective  to  ensure  a new  funding  mechanism 
supports  such  a system. 

Over  the  years,  the  evolution  of  funding  for  public  post-secondary  education  in  Alberta 
has  followed  the  same  general  pattern  found  in  the  rest  of  Canada  and  other  industrialized 


countries: 

1950s: 

Adequacy 

1960s: 

Growth 

1970s: 

Growth  and  Equity 

1980s: 

Equity  and  Stability 

In  the  '90s,  there  is  a greater  emphasis  on  accountability  and  reform. 

==  Funding  By  "Formula"  = 

After  World  War  II,  Alberta's  post- secondary  system  experienced  a marked  transition  as  it 
responded  to  rapid  enrollment  increases  and  the  needs  of  the  economy.  Federal  direct 
grants  to  universities,  which  began  in  1951,  were  eliminated  in  1966  and  replaced  with  a 
direct  federal  transfer  to  the  province.  This  transfer  was  to  cover  about  half  the  cost  of 
post-secondary  education.  Alberta  developed  a method  of  allocating  grants  to  institutions. 
The  province  provided  a "formula"  grant  for  each  full-time  student  This  formula  reflected 
the  differences  in  costs  for  various  programs.  A University  Capital  Development 
Committee  was  established  to  make  recommendations  on  capital  and  facility  requirements 
during  this  period  of  rapid  campus  expansion. 

During  the  late  1960s  and  early  1970s,  Alberta's  post-secondary  system  became  very 
diversified  and  regionalized.  In  1971,  a Ministry  of  Advanced  Education  was  established 
and  added  responsibility  for  post-secondary  education  in  the  agricultural,  technical  and 
vocational  sectors.  A New  Program  Development  Fund  was  established  in  1974  to 
support  the  development  and  introduction  of  new  programs. 

Decentralization  was  a basic  feature  of  program  development  throughout  the  1970s. 

Major  efforts  were  made  to  overcome  geographic  and  other  barriers  to  access. 
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= Introduction  of  the  "Block  Grant" 

Funding  Method  EE 

The  mid-70s  brought  a shift  in  the  way  government  distributed  operating  grants  within  the 
post-secondary  learning  system.  In  1973,  the  use  of  the  enrollment  unit  formula  was 
suspended  with  the  approval  of  a three-year  operating  grants  plan  based  on  projected 
enrollment  for  the  1973-76  period.  Since  1976-77,  each  institution's  previous  year's 
regular  operating  grant  has  been  the  base,  with  an  adjustment  factor  to  compensate  for 
inflation.  In  addition,  each  institution's  operating  grant  could  be  further  adjusted  annually 
in  three  ways:  for  new  programs,  for  the  operating  costs  of  new  space,  and  for  special 
circumstances.  New  program  grants,  initially  conditional,  were  tracked  until  the  program 
was  in  full  operation.  Then  funding  was  folded  into  the  operating  base.  Grants  for  new 
space  were  provided  to  cover  the  cost  of  a newly  acquired  facility  in  the  year  it  came  on 
stream.  Special  circumstance  grants  were  provided  from  time  to  time  to  deal  with 
conditions  such  as  extraordinary  enrollment  or  special  projects. 

This  funding  method  is  known  as  a "block  grant".  It  is  the  method  we  use  today. 

EE  Funding  for  Special  Circumstances  EE 

Funding  for  Enrollment  Growth 

By  the  early  1980s,  most  institutions  had  seen  significant  growth  in  enrollment 
Predictions  for  continuing  growth  pointed  to  the  need  for  some  funding  adjustments. 
Beginning  in  the  1982-83  fiscal  year,  a supplementary  enrollment  growth  funding 
"envelope"  was  introduced.  This  was  based  on  marginal  increases  in  enrollment  over  the 
1981-82  year.  An  incremental  amount  was  provided  for  each  additional  full-time 
equivalent  (FTE)  student.  This  funding  was  capped  in  1991-92.  From  1982  to  1992, 
enrollment  increased  by  about  29,000  FTE  students. 

In  1994,  the  Access  Fund  was  established  to  finance  innovative,  cost-effective  methods  of 
increasing  Albertans'  access  to  learning  programs.  The  goal  for  the  special  three-year 
initiative  is  10,000  additional,  ongoing  student  places. 

Maintaining  Enrollment 

This  year.  Advanced  Education  and  Career  Development  introduced  an  "enrollment 
corridor"  policy.  The  purpose  of  the  policy  is  to  ensure,  to  the  greatest  extent  possible, 
that  levels  of  accessibility  and  numbers  of  student  places  at  each  institution  are  maintained, 
despite  the  reductions  in  government  funding.  The  policy  states  that  an  institution's 
operating  grant  could  be  reduced  if  student  enrollment  at  the  institution  decreases. 
Recognizing  that  some  declines  in  enrollment  may  be  inevitable,  if  only  in  the  short  term, 
the  policy  sets  a "corridor"  within  which  an  institution  may  reduce  enrollment  without 
penalty.  The  corridor  for  the  six  major  institutions  in  Edmonton  and  Calgary  is  two  per 
cent  of  their  1993-94  enrollment  base  levels.  For  all  others,  it  is  five  per  cent 

This  policy  will  be  reassessed  if  enrollment  figures  in  Alberta  decline  because  of  factors 
outside  of  the  institutions'  control,  such  as  a high  rate  of  employment 
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Funding  for  CAPrrAL  Renewal 


In  the  1970s,  capital  grants  were  provided  for  major  capital  projects.  The  replacement  of 
furnishings  and  equipment,  renovations,  and  site  and  utility  maintenance  were  handled  in 
conjunction  with  these  projects  and/or  through  general  operating  funds.  As  additions  to 
capital  inventories  declined,  funding  programs  were  reintroduced  over  time  to  ensure  that 
resources  were  available  for  the  replacement  and  renewal  of  fixed  assets.  By  1981-82,  all 
three  elements  of  what  came  to  be  known  as  "capital  formula  funding"  — for  furnishings 
and  equipment;  renovations  and  alterations;  and  site  and  utility  maintenance  — were  in 
place.  Funding  was  based  upon  facilities  areas,  the  replacement  value  of  each  institution's 
assets,  and  useful  lifetimes  in  various  asset  categories.  In  1990-91,  the  formula  was 
discontinued  and  each  institution's  allocation  continued  at  the  1986-87  level.  Institutions 
could  spend  the  grants  for  capital  renewal  among  the  three  asset  categories. 

In  1993-94,  the  department  rolled  capital  renewal  funding  into  the  operating  grants.  This 
provided  greater  continuity  of  funding  and  gave  institutions  more  flexibility  to  meet  needs 
and  priorities. 

Matching  Grants 

In  1980,  the  department  established  a 1980's  Endowment  Fund  to  increase  the  private 
sector's  involvement  in  the  funding  of  post-secondary  institutions  through  donations.  This 
followed  a program,  established  a decade  earlier,  that  had  provided  matching  grants  for 
capital  funding  donations  to  universities.  The  1980's  fund  was  succeeded  in  1986  by  the 
Endowment  and  Incentive  Fund.  Both  programs  were  completed  by  March  31, 1993.  In 
addition  to  providing  needed  funds,  the  programs  helped  to  generate  the  awareness  that 
responsibility  for  financially  supporting  post-secondary  education  lies  with  the  private 
sector,  as  well  as  government  As  a result  of  the  stimulus  provided  by  the  fund, 
institutions'  fund  development  capabilities  were  permanently  enhanced. 

= Funding  From  Learners:  The  Tuition  Fee  Policy  = 

From  1982  to  1991,  the  department's  tuition  fee  policy  tied  increases  in  tuition  to  the 
previous  year's  grant  adjustment  In  1991-92,  the  tuition  fee  "ceiling",  a level  to  which 
tuition  revenue  was  allowed  to  increase,  was  set  at  20  per  cent  of  an  institution's  net 
operating  expenditure.  As  well,  universities,  colleges  and  technical  institutes  were  given 
annual  average  fee  limits,  plus  a factor  for  inflation.  In  consultation  with  Albertans,  the 
department  implemented  further  changes  in  1994.  The  tuition  revenue  ceiling  was  raised 
to  30  per  cent,  with  a provision  that  it  cannot  be  reached  before  the  year  2000.  Annual 
limits  for  colleges  and  technical  institutes  were  raised  to  coincide  with  limits  for 
universities.  Institutions  must  determine  a three-year,  rolling  plan  for  fees  in  consultation 
with  students. 

The  department  looks  at  average  tuition  for  the  institution  as  a whole  — that  is,  total  net 
operating  expenditure  and  total  tuition  revenue.  Each  institution  is  able  to  increase 
individual  tuition  for  certain  programs  and  recover  a greater  portion  of  net  operating 
expenditure,  so  long  as  it  does  not  breach  the  tuition  policy  relative  to  the  institution  as  a 
whole. 
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= The  Challenge 
Before  Us  Now 


In  February  1994,  the  Alberta  government  released  its  business  plan  and  set  out  the 
following  vision:  "...a  prosperous  Alberta  with  an  open,  accountable  government  that 
lives  within  its  means  and  delivers  quality  services  at  a low  cost."  Alberta  is  the  only 
province  that  releases  three-year  business  plans  complete  with  financial  targets. 

The  government's  business  planning  model  includes  an  improved  accountability  framework 
and  emphasis  on  reporting  and  openness.  In  the  area  of  post-secondary  education,  this 
means  more  visibility  and  information  to  the  public.  It  means  showing  Albertans  that  the 
post-secondary  system  is  prepared  to  examine  the  way  in  which  it  is  organized  and 
operates,  that  it  has  the  capacity  to  innovate  and  respond  to  those  it  serves,  and  that  it 
delivers  high  quality  services  efficiently  and  effectively.  By  communicating  goals, 
mandates  and  expected  results,  the  department  and  institutions  can  help  ensure  that 
legislators  and  Albertans  can  comment  knowledgeably  about  and  assess  performance  in 
the  adult  learning  system.  Greater  openness  will  encourage  better  understanding  and,  in 
turn,  greater  support  Effective  accountability  by  those  managing  public  resources 
depends  on  sound  information.  Accountability  information  must  be  understandable, 
relevant,  reliable  and  comparable.  This  new  direction  in  accountability  and  reform  was 
supported  by  stakeholders  during  our  public  consultations. 

The  funding  mechanism  we  now  use  to  fund  post-secondary  education  has  evolved  over 
time  to  accommodate  changing  needs.  We  have  employed,  at  one  time  or  another,  most 
of  the  funding  techniques  that  are  used  or  have  been  used  in  other  jurisdictions  (see 
Appendix  II). 

Our  challenge  now  is  to  select  a combination  of  funding  methods , techniques  and 
features  that 

• supports  the  desired  outputs  and  outcomes  of  our  post-secondary  system , 

• rewards  institutions'  performance,  and 

• is  consistent  with  the  government's  fiscal  agenda  for  a balanced  budget. 

The  implementation  of  a new  funding  mechanism  will  begin  on  April  1, 1996  for  the 
allocation  of  funds  for  the  1997-98  fiscal  year. 
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= Guiding  Principles 


A new  funding  mechanism  must  support  the  system-wide  goals  of  accessibility, 
responsiveness,  affordability  and  accountability.  In  addition,  a new  funding  mechanism 
will  be  characterized  by  the  following  features. 

Quality:  It  should  encourage  excellence  and  support  outcomes  and  results  that  are 
effective  in  meeting  the  needs  of  learners.  Both  qualitative  and  quantitative  measures 
should  be  used  in  planning  for  and  measuring  outcomes. 

Productivity:  It  should  support  and  provide  incentives  for  the  achievement  of  policy 
objectives,  desired  outcomes  and  improvements  in  performance. 

Equity:  It  should  allocate  funds  in  a fair  manner,  taking  into  account  the  differences  in 
institutions,  such  as  their  missions,  mandates,  programs,  sizes  and  locations. 

Practicality:  It  should  be  understandable  by  stakeholders  and  other  Albertans.  Technical 
complexity  should  be  avoided  and  the  administration  costs  of  the  mechanism  should  be 
low. 

Consistency:  It  should  employ  measures  that  can  be  used  in  a fair,  consistent  and 
comparable  manner  throughout  the  post-secondary  system. 

Adaptability:  It  should  be  able  to  meet  changing  circumstances  and  be  effective  in 
periods  of  funding  stability,  growth  or  reduction.  There  should  be  a process  or  provision 
for  periodic  review  of  the  mechanism  to  ensure  it  applies  to  the  environment  of  the  times. 

Stability:  It  should  moderate  wild  fluctuations  in  funding  to  ensure  that  the  system 
continues  to  be  able  to  meet  learner  needs. 

Predictability:  It  should  encourage  planning  that  is  consistent  with  system  goals  and  the 
department's  business  plan.  In  addition,  learners  and  institutions  should  be  given  sufficient 
lead  time  to  deal  with  intended  changes. 

= A Proposed  Performance-Based 
Funding  Mechanism  — :::: 

As  a result  of  our  research  and  consultations  to  date,  we  propose  a practical  plan  for 
allocating  funds  to  support  post-secondary  education  in  Alberta.  It  consists  of  two  main 
parts: 

1.  A general  operations  grant  to  post-secondary  institutions  to  fund  program  delivery, 
administration  and  capital  requirements  within  each  institution’s  mandate.  This  grant 
would  be  tied  to  targets  identified  in  the  department's  business  plan,  and 

2.  Performance-driven  "envelopes"  of  funds  that 

a. )  reward  performance  and 

b. )  assist  and  act  as  incentives  for  the  adult  learning  system  to  meet  specific  objectives. 
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The  plan  is  uncomplicated,  practical  and  meets  the  principles  set  out  for  a new  funding 
mechanism.  We  believe  its  flexibility  would  allow  us  to  adapt  and  adjust  our  approaches 
to  meet  the  dynamics  of  our  post- secondary  educational  system.  At  the  same  time,  it 
would  support  the  achievement  of  system-wide  goals  and  strategies  stated  in  New 
Directions  for  Adult  Learning  in  Alberta  and  would  be  in  keeping  with  the  government's 
accountability  framework. 

We  propose  this  combination  of  a general  operations  grant  and  performance-driven 
envelopes  over  other  options  that  we  considered  One  such  option  is  a voucher  system,  in 
which  all  funding  would  follow  the  student  If  we  were  to  use  a voucher  system,  we 
would  need  to  determine  the  value  of  a voucher  and  government  would  likely  need  to 
collect  all  revenue,  including  tuition  fees,  to  ensure  the  appropriate  level  of  funding 
follows  each  student  This  would  make  it  complex  and  cumbersome  to  administer,  which 
refutes  our  principle  of  practicality.  Our  proposed  funding  mechanism  recognizes  and 
supports  the  diversity  in  our  adult  learning  system,  while  a voucher  system  is  more 
appropriate  to  a system  in  which  there  is  little  diversity  in  programs,  mode  of  delivery, 
program  costs  or  institutional  mandate. 

A mechanism  that  has  been  used  in  the  past  and  in  other  jurisdictions  is  a pure  formula- 
driven  means  to  allocate  funding.  The  formula  is  based  on  enrollment.  While  this  option 
may  be  appropriate  to  deal  with  rapid  enrollment  increases,  it  can  cause  fluctuations  in 
funding  from  year  to  year  when  used  over  a longer  term.  As  well,  formula-based  systems 
fund  inputs,  but  our  emphasis  is  on  output  and  results.  Enrollment-driven  formulas  tend 
to  have  "levelling"  effects  on  the  system  and  do  not  measure  or  promote  improvement  in 
performance.  The  proposed  funding  mechanism  is  based  on  performance. 

EE  General  Operations  Grants  IE 

Under  the  proposed  mechanism,  Alberta's  public  post-secondary  institutions  would  receive 
most  of  their  funding  through  a general  operations  grant.  This  grant  would  fund  program 
delivery  and  administration,  and  general  capital  requirements  within  each  institution's 
mandate. 

The  grant  would  be  based  on  the  department's  three-year  business  plan.  The  plan,  which 
is  updated  annually,  sets  out  budget  targets,  system-wide  goals  and  strategies  over  a three- 
year  period.  A function  of  the  overall  business  plan  for  government,  it  guides  the  actions 
of  the  department  and,  in  turn,  serves  as  a template  in  the  development  of  each  institution's 
business  plan. 

A funding  method  linked  to  a rolling  three-year  business  plan  has  many  benefits.  In 
providing  a view  of  the  next  three  years,  the  business  plan  allows  the  department  and 
institutions  to  identify  longer  range  objectives  and  ways  to  achieve  them.  It  promotes 
better  planning  and  budgeting  for  the  future,  and  fosters  stability  in  operations.  It  also 
serves  to  "broaden  the  horizon"  so  that  institutions  can  position  themselves  strategically  to 
adapt  to  changing  circumstances. 

The  amount  of  the  general  operations  grant  for  each  institution  would,  at  first,  be  based  on 
the  institution's  current  block  grant.  However,  the  amount  would  change  over  time.  The 
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grant  would  be  performance-driven  because  of  a direct  channel  between  it  and  some  of  the 
envelopes  described  below.  Increases  in  an  institution's  funding,  allocated  to  reward  its 
performance,  would  be  rolled  into  the  institution’s  general  operations  grant  for  the 
following  year.  This  would  increase  its  base  grant  for  subsequent  years.  The  system- wide 
implications  would  be  the  redirecting  of  funds  to  institutions  that  rate  high  in  performance. 

= Envelope  Funding  = 

Envelope  funding  is  a way  to  describe  funding  for  circumstances  that  are  separately 
identified.  This  is  a proactive  method  that  uses  funding  to  guide  institutions  in  directions 
that  meet  specific  government  objectives  and  needs  of  adult  learners.  These  factors  may 
change  over  time.  The  flexibility  of  envelope  funding  allows  changing  elements  to  be 
addressed,  while  maintaining  the  stability  of  the  overall  system. 

Envelopes  allow  activity  within  the  system  and  within  the  sectors  — university,  technical 
institute,  college  and  vocational  - to  be  focused  on  specific  issues  that  require  concerted 
or  specialized  effort 

Envelope  funding  is  proposed  to  support  objectives  in  the  following  areas: 

• performance 

• accessibility 

• learning  and  technology 

• capital  investment 

• research  excellence  (applicable  to  universities) 

Funds  allocated  from  the  performance  envelope  would  reward  institutions  for 
achievements  and  productivity  attained  during  the  previous  year.  On  the  other  hand, 
funding  from  the  other  envelopes  would  assist  institutions  to  realize  specific  goals  in  the 
following  years.  Funds  from  these  envelopes  would  be  awarded  on  the  basis  of 
competitive  proposals  from  the  institutions  on  productive,  cost-effective  ways  to  meet 
their  goals.  (A  possible  exception  to  the  competitive  nature  of  this  funding  may  be  the 
envelope  for  research  excellence.) 

The  envelopes  proposed  could  change  over  time  to  respond  to  new  goals  for  the  system 
and  to  address  the  needs  of  learners  and  research  activities. 

Performance  Envelope 

The  purpose  of  this  envelope  would  be  to  reward  performance  in  our  public  post- 
secondary  system.  The  definition  of  performance  and  the  standards  used  to  measure  it 
could  change  over  time  and  perhaps  by  sector.  Alberta's  public  post- secondary  institutions 
have  always  had  to  account  for  their  use  of  public  funds.  However,  the  traditional 
measures  have  tended  to  focus  on  inputs  rather  than  results.  As  a result  of  the 
government's  new  emphasis  on  accounting  for  performance  and  achievements,  the 
Minister  and  administrators  of  Alberta's  public  colleges,  technical  institutions  and 
universities  are  developing  a set  of  accountability  measures.  These  measures,  known  as 
key  performance  indicators,  will  cover  areas  such  as  program  and  student  outcomes. 
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research  and  costs.  These  key  performance  indicators,  or  some  combination  of  them, 
would  be  used  to  measure  the  performance  of  each  institution  and  help  determine  funding 
from  a performance  envelope. 

We  propose  a reallocation  of  some  funds  from  the  general  operations  grant  budget  to 
partially  fund  a performance  envelope.  The  amount  of  reallocation  could  range  between 
one  and  three  per  cent  of  the  general  operations  grant.  More  could  be  provided  by  new 
funds.  (Refer  to  the  diagram  on  page  11.)  However,  in  order  to  obtain  new  public  funds 
for  this  or  any  other  envelope.  Advanced  Education  and  Career  Development  would  have 
to  compete  with  other  government  departments  for  additional  investments  in  the  adult 
learning  system  by  showing  that  successful  outcomes  are  being  encouraged  and  achieved. 

The  performance  envelope  could  also  be  structured  to  deal  with  inflation.  A minimal  level 
could  be  made  available  to  all  institutions  to  compensate  for  inflation.  Additional  funding 
would  depend  on  each  institution's  performance  "report  card".  Institutions  that  rate  high 
in  performance  would  gain  more  funds. 

An  allocation  from  the  performance  envelope  would  be  rolled  into  an  institution’s  general 
operations  grant.  Thus,  performance  would  affect  funding  on  a continuing  basis. 

Accessibility  Envelope 

An  active  example  of  this  type  of  envelope  is  the  new  Access  Fund,  established  in  1994  to 
finance  innovative,  cost-effective  methods  of  increasing  Albertans'  access  to  learning 
programs.  An  Access  Fund  Review  Committee  studies  competitive  proposals  from 
institutions  and  recommends  funding  for  worthy  proposals.  The  operation  of  this  fund  has 
been  highly  successful.  To  date,  $10.6  million  has  been  allocated  to  support  the  addition 
of  5,5 1 1 on-going  full-time  equivalent  student  places.  The  Access  Fund  program  is 
planned  to  be  completed  by  the  1996-97  fiscal  year. 

Accessibility  implies  more  than  enrollment  in  programs  on  campus.  The  Access  Fund  is  a 
resource  to  help  the  adult  learning  system  serve  more  learners  through  many  different 
programs  in  varied  and  non-traditional  ways. 

An  accessibility  envelope  is  proposed  as  an  extension  or  successor  to  the  Access  Fund.  It 
would  differ  from  the  performance  envelope  in  that  it  would  provide  funding  for 
anticipated  performance  on  the  basis  of  a contract.  An  institution  would  provide  with  its 
proposal  the  measures  for  increased  student  access,  and  the  productivity  and  efficiency 
that  would  be  achieved.  The  envelope  could  include  an  enrollment  corridor  policy  to 
provide  a flexible  means  to  adjust  funding  if  enrollment  does  not  meet  the  conditions  of 
the  contract. 

As  in  the  case  of  the  performance  envelope,  we  propose  a reallocation  of  some  funds  from 
the  general  operations  grant  budget  to  fund  this  envelope.  The  amount  of  reallocation 
could  range  between  one  and  three  per  cent  of  the  general  operations  grant.  Any 
remaining  amount  for  the  envelope  could  be  provided  by  new  funds,  for  which  the 
department  would  have  to  compete  on  a government-wide  basis.  If  new  money  became 
available,  it  is  intended  that  both  public  and  private  learning  providers  could  compete  for 
funds. 
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An  allocation  from  the  accessibility  envelope  would  be  rolled  into  an  institution’s  general 
operations  grant  Thus,  it  would  affect  funding  on  a continuing  basis. 

Capital  Investment  Envelope 

Capital  funding  is  a particular  challenge  in  times  of  fiscal  constraint.  The  capital 
investment  envelope  would  be  used  to  match  an  institution's  income  from  other  sources, 
including  endowments  and  the  private  sector,  to  support  investment  in  approved  new  ' 
equipment  and  facilities  relevant  to  the  institution's  mandate,  and  long-term  projects  such 
as  the  upgrading  and  replacement  of  equipment  and  facilities. 

Funding  from  this  envelope  would  be  on  a one-time,  specific  basis.  Allocation  would  not 
affect  an  institution's  general  operations  grant 

We  propose  that  this  envelope  would  be  funded  by  additional  funds  to  the  system,  and 
would  be  operational  only  when  those  funds  are  secured.  The  department  will  have  to 
compete  on  a government-wide  basis  for  any  additional  investment  of  taxpayers'  dollars. 

Learning  and  Technology  Envelope 

This  funding  envelope  would  encourage  innovation  that  enhances  the  quality  and 
availability  of  adult  learning  in  Alberta.  The  most  obvious  activities  include  the  use  of 
technology  for  learning  in  the  classroom,  laboratory  and  the  community.  However,  the 
envelope  could  also  support  new  technologies  in  research,  service  and  administration. 

The  information  technologies  and  the  skills  needed  for  their  effective  application  change 
rapidly.  Therefore,  the  funding  method  in  this  envelope  should  have  at  least  two 
characteristics.  It  should  respond  to  proposals  that  have  been  generated  from  the  "bottom 
up",  and  it  should  be  exacting  in  evaluation  but  patient  in  the  anticipation  of  major  results. 

The  notion  of  "bottom  up"  is  to  encourage  institutions,  or  groups  of  institutions,  to 
propose  projects  across  disciplines  and  course  levels.  Proposals  may  be  integrated  plans 
in  an  institution  or  in  cooperation  with  several  institutions,  even  across  sectors.  The 
project  elements  should  be  specific,  achievable  in  short  time  frames,  and  accompanied  by 
clear  procedures  for  evaluation.  The  notion  of  patience  in  the  evaluation  of  outcomes 
resulting  from  this  envelope  follows  from  the  nature  of  innovation.  Not  all  new  ideas 
work  or  work  the  first  time  or  in  the  ways  expected.  The  envelope  could  allow  multi-year 
funding  based  on  interim  results. 

The  innovative  use  of  learning  technologies  is  already  progressing  in  some  institutions. 
This  envelope  could  also  be  used  to  match  or  supplement  institutional  or  private  sector 
funding. 

Funding  from  this  envelope  would  be  on  a one-time,  specific  basis.  Allocation  would  not 
affect  an  institution's  general  operations  grant 

We  propose  that  this  envelope  would  be  funded  by  additional  funds  to  the  system,  and 
would  be  operational  only  when  those  funds  are  secured.  The  department  will  have  to 
compete  on  a government-wide  basis  for  any  additional  investment  of  taxpayers'  dollars. 
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Research  Excellence  Envelope 

This  envelope  is  proposed  in  anticipation  of  the  establishment  of  new  strategies  and 
policies  for  the  Alberta  university  research  system.  In  January,  the  department  initiated  an 
independent  study  and  consultation  that  will  lead  to  a policy  framework  for  university 
research  in  the  province.  The  project  will  also  set  out  the  department's  roles  and 
responsibilities  in  the  area  of  research.  Dr.  Gilles  Cloutier  is  leading  the  project  and  will 
make  recommendations  to  the  Minister  by  this  summer.  The  details  relating  to  this 
funding  envelope  would  be  determined  following  Dr.  Cloutier's  consultations  and 
recommendations. 

Funding  from  this  envelope  would  most  likely  be  on  a one-time,  specific  basis.  Allocation 
would  not  affect  an  institution's  general  operations  grant 

We  propose  that  this  envelope  would  be  funded  by  additional  funds  to  the  system,  and 
would  be  operational  only  when  those  funds  are  secured.  The  department  will  have  to 
compete  on  a government-wide  basis  for  any  additional  investment  of  taxpayers'  dollars. 

= Proposed  Performance-Based 
Funding  Mechanism 


Funding  to  meet  specific  objectives 
Current  Level  of  Funding 


Funding  influenced  by  performance 
and  subject  to  enrollment  corridors 
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= Questions 

We  look  forward  to  receiving  your  views  on  the  proposed  performance-based  funding 
mechanism.  Please  consider  the  following  questions: 

A.  Guiding  Principles 

1.  Do  the  guiding  principles  reflect  all  the  features  we  need  in  a funding  mechanism 
to  support  the  desired  outputs  and  outcomes  of  our  post-secondary  system? 

2.  Are  there  any  principles  you  would  like  to  add  or  refine? 

3.  Does  the  proposed  funding  mechanism  meet  the  principles,  including  any  you  may 
have  added? 

B.  Proposed  Funding  Mechanism 

1.  Do  you  approve  of  the  concept  of  the  two-pan,  performance-based  funding 
mechanism  proposed? 

2.  If  you  do  not  approve  of  the  two-pan,  performance-based  option,  what  alternative 
do  you  propose  and  why?  How  would  it  work? 

If  you  do  approve  of  the  proposed  funding  mechanism: 

3.  The  general  operations  grant  awarded  to  each  institution  would  change  over  time 
to  recognize  the  achievement  of  results.  Do  you  support  this  process  of 
redirecting  funds  to  high  performers? 

4.  Have  we  identified  the  right  funding  envelopes?  What  other  categories,  if  any, 
should  be  used  for  funding  envelopes? 

5.  What  are  your  comments  on  the  proposed  Performance  Envelope? 

6.  Which  of  the  following  key  performance  indicators  should  be  used  to  measure  and 
evaluate  an  institution's  performance  for  funding  from  the  performance  envelope? 

i. )  number  of  students  served 

ii. )  program  completion  rate 

iii. )  satisfaction  of  graduates,  related  to  personal  goals,  employment  goals 

and  general  satisfaction 

iv. )  employment  success  of  graduates 

v. )  success  of  transfer  students 

vi. )  cost  per  student  by  program 

vii. )  cost  per  graduate 

viii. )  workloads  of  teaching 

ix. )  percent  distribution  of  revenues  by  source 

x. )  percentage  of  expenditures  on  instruction 

xi. )  percentage  of  expenditures  on  administration 

xii. )  external  research  funding 
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xiii. )  research  activity  volume 

xiv. )  research  quality 

xv. )  public/community  service  activity 

7.  How  would  you  link  dollars  to  performance  indicators? 

8.  Should  we  adjust  funding  within  the  performance  envelope  in  relation  to  sector, 
location,  and/or  size  of  institution?  If  so,  how  would  you  do  that? 

9.  The  proposed  funding  mechanism  would  use  existing  annual  grant  funds  and  new 
money,  when  available.  What  percentage  of  existing  grant  funds  should  be 
reallocated  to  the  performance  envelope?  What  percentage  of  the  envelope 
funding  should  be  "new”  money"? 

10.  Should  there  be  a limit  to  the  proportion  of  all  grant  monies  used  to  fund  past 
performance  through  the  performance  envelope? 

11.  What  are  your  comments  on  the  proposed  Accessibility  Envelope?  What  criteria 
would  you  attach  to  funding  in  this  envelope? 

12.  What  percentage  of  existing  grant  funds  should  be  reallocated  to  the  Accessibility 
Envelope?  What  percentage  of  the  envelope  funding  should  be  new  money? 

13.  What  are  your  comments  on  the  proposed  Capital  Investment  Envelope?  What 
criteria  would  you  attach  to  funding  in  this  envelope? 

14.  What  are  your  comments  on  the  proposed  Learning  and  Technology  Envelope? 
What  criteria  would  you  attach  to  funding  in  this  envelope? 

15.  What  are  your  comments  on  the  proposed  Research  Excellence  Envelope?  What 
criteria  would  you  attach  to  funding  in  this  envelope? 

C.  Additional  Comments 

1.  Do  you  have  any  additional  comments? 

= The  Next  Steps  = 


We  invite  you  to  comment  on  the  proposed  funding  mechanism,  using  the  questions  listed 
above  as  your  guide. 

You  can  either  mail  your  written  comments  by  September  1,  1995  to: 

System  Funding  and  Information 

Advanced  Education  and  Career  Development 

11th  floor  Commerce  Place 

10155  - 102  Street 

Edmonton,  Alberta  T5J  4L5 

or  provide  your  views  during  the  consultation  process.  Meetings  will  be  scheduled 
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between  August  1 and  September  8 with  the  following  groups: 

• Council  of  Alberta  University  Students  (CAUS) 

• Alberta  College  and  Technical  Institute  Student  Executive  Council  (ACTISEC) 

• University  Board  Chairmen 

• Board  Chairmen  of  Public  Colleges  and  Technical  Institutes 

• Administrations  at  individual  post-secondary  institutions 

• Universities  Coordinating  Council 

• Council  of  Presidents  - Public  Colleges  and  Technical  Institutes 

• Presidents  of  Accredited  Private  Colleges 

• Presidents  of  the  Alberta  Vocational  Colleges 

• Confederation  of  Alberta  Faculties  Association 

• Alberta  College-Technical  Institute  Faculties  Association 

After  we  gather  views  on  the  proposed  funding  mechanism,  we  will  develop 
recommendations  to  be  brought  forward  for  review  and  comment  at  the  Minister's  Forum 
on  Adult  Learning  in  October  1995.  The  mechanism  will  be  fine-tuned,  if  necessary,  on 
the  basis  of  discussions  at  the  forum.  Implementation  will  begin  on  April  1, 1996  for  the 
allocation  of  funds  for  the  1997-98  fiscal  year. 
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^Appendix!:  Feedback  on 


Funding  Methods 


In  December  1994,  the  Minister  of  Advanced  Education  and  Career  Development  invited 
Alberta's  public  post-secondary  institutions  to  develop  and  propose  principles  and  options 
for  funding  mechanisms.  In  February  1995,  the  Deputy  Minister  sent  an  outline  draft  of  a 
paper  to  institutional  presidents  and  other  stakeholders,  with  a request  for  feedback  on 
funding  mechanism  principles  and  an  invitation  to  make  proposals  for  funding  processes. 

Responses  were  received  from  twelve  institutions,  two  student  associations  and  two 
faculty  associations.  The  feedback  is  categorized  into  three  main  areas:  project  process, 
principles  and  objectives,  and  proposals.  A summary  of  their  comments  follows. 

- Project  Process  = 

Several  institutions  identified  the  need  to  evaluate  and  revise  any  new  funding 
mechanism  after  three  to  five  years  and  to  review  the  mechanism  on  a regular  cycle  to 
ensure  that  it  continues  to  accommodate  changing  circumstances.  Some  noted  this  in 
response  to  principles,  such  as  the  need  for  responsiveness,  stability,  predictability  or 
adaptability.  One  institution  proposed  the  establishment  of  a task  force  to  guide 
development  of  a new  funding  mechanism.  Another  suggested  a delay  of  one  year  in 
implementation,  to  ensure  careful  planning  and  review  of  methods  and  processes,  and  to 
permit  consultation  with  institutions  prior  to  implementation. 

= Principles  and  Objectives 

In  general,  there  seemed  to  be  a concurrence  with  the  principles  proposed  in  the  outline 
draft.  The  following  principles  were  discussed  and  comments  raised,  several  by  a 
number  of  institutions: 

• Simplicity:  To  facilitate  understandability  and  administration,  technical  complexity 
should  be  avoided;  methods  should  be  related  explicitly  to  understandable  goals  and 
objectives. 

• Equity:  A funding  mechanism  should  take  account  of  institutional  differences  and 
allocate  funding  in  a fair  and  equitable  manner. 

• Equalizing  Geographic  Differences:  A funding  mechanism  should  recognize 
differences  in  costs,  advantages  or  disadvantages  or  other  factors  owing  to 
geographical  position. 
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• Using  Qualitative  as  well  as  Quantitative  Measures:  Since  institutional 
performance  cannot  be  evaluated  entirely  through  use  of  quantitative  measures, 
qualitative  factors  must  also  come  into  play. 

• Comparability:  Establishing  consistent  definitions  and  classification  structures 
across  institutions  and  sectors  is  fundamental. 

Additional  principles  included  ensuring  institutional  autonomy,  supporting  greater 
diversity,  encouraging  innovation,  facilitating  cooperation  and/or  collaboration.  It  was 
suggested  that  the  four  New  Directions  goals  not  be  included  with  the  principles  or 
criteria,  but  rather  be  left  to  stand  as  goals. 

EE  Proposals  EE 

There  was  near  unanimous  support  for  a mechanism  that  included  a block  grant  for 
allocating  most  of  the  funds.  Other  responses,  which  did  not  provide  a recommendation 
for  a funding  option,  appeared  to  support  this  concept  when  discussing  the  principles. 
Continuing  to  allocate  the  bulk  of  funding  in  a block  grant  was  an  implicit  assumption  in 
responses  that  discussed  the  principles  of  predictability  and  stability,  which  appeared  to 
rank  high  among  the  principles  addressed.  A number  of  references  were  also  made  to 
buffering  policies,  including  the  use  of  multi-year  moving  averages  where  enrollment  or 
related  measures  might  be  a determinant. 

There  were  also  proposals  for  methods  that  used  marginal  or  “envelope"  funding  to 
reward  institutions  for  performance,  and  envelopes  to  accommodate  specific  purposes 
and  policy  directions  of  the  government.  Of  those  responses  that  provided  further  detail, 
there  appeared  to  be  consensus  that  a performance  funding  envelope  containing  about 
two  per  cent  of  the  total  government  funding  available  to  institutions  could  be  effective, 
and  that  other  performance-related  envelopes  (e.g.,  the  Access  Fund)  might  contain  up  to 
five  per  cent.  Other  suggestions  for  specifically  targeted  funding  included  capital 
funding,  pilot  projects,  technology  and  innovative  initiatives. 

A tabulated  summary  of  institutional  responses  follows. 
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POST-SECONDARY  INSTITUTION  FEEDBACK 
PROPOSED  FUNDING  MECHANISM 


= Appendix  II:  Overview  of  Funding 
Concepts  and  Experience  = 


In  this  section,  we  discuss  the  higher  education  funding  mechanisms  and  methods  used  in 
other  jurisdictions  in  Canada  and  various  other  countries. 

There  is  much  ambiguity  in  the  literature  as  to  what  constitutes  a “formula”  or  “funding 
mechanism.”  These  terms  are  often  used  synonymously.  Generally,  a formula  is  viewed 
as  a set  of  quantitative  methods  and  calculations  used  to  build  a budget  or  a request  for 
funding,  or  to  determine  funding  allocations  among  a number  of  programs  or  institutions. 
Although  a funding  mechanism  may  be  limited  to  a basic  formula,  the  term  can  also  refer 
to  a combination  of  basic  formulas  and  other  allocation  methods  such  as  incremental  or 
envelope  funding,  and  the  processes  associated  with  arriving  at  decisions  about  funding. 

A formula  is  a subset  of  the  whole  array  of  methods,  processes  and  procedures 
encompassed  by  funding  mechanisms.  Thus,  in  this  paper,  we  use  funding  mechanisms  as 
the  comprehensive  expression  inclusive  of  all  funding  ways  and  means. 

EE  Funding  Methods  = 

While  there  is  a considerable  diversity  of  funding  approaches  in  North  America  and 
throughout  Europe,  there  are  certain  characteristics  by  which  methods  can  be  classified. 
These  fall  into  four  basic  categories: 

1.  Incremental  methods; 

2.  Formula  methods 

a)  Cost-based  formulas 

b)  Position-based  formulas; 

3.  Categorical  funding;  and 

4.  Contract  funding 

Incremental  Methods 

Incremental  funding  methods  can  either  be  analytic  or  judgmental.  Analytical  incremental 
methods  may  be  driven  by  such  factors  as  enrollment  increases  and  other  analyses  of 
growth,  change  and  inflationary  factors  over  the  previous  year's  budget  Incremental 
methods  generally  involve  recognition  of  the  continuing  nature  of  much  of  an  institution’s 
activity  from  year  to  year.  During  the  1960’s  and  1970’s  (periods  of  rapid  growth), 
increments  were  relatively  large  and  often  replicated  major  components  of  elements  of 
systems,  institutions  and/or  programs.  In  other  circumstances,  incremental  funding 
methods  are  used  to  “fine  tune”  with  positive  or  negative  adjustments  across-the-board, 
with  the  re-application  of  resources  differentially  on  a reinstatement  or  reinvestment  basis. 
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Formula-based  methods 

Formula-based  systems  first  appeared  in  the  1950's  and  became  widespread  in  the  1960's. 
They  were  highly  effective  in  responding  to  the  rapid  enrollment  growth  during  this 
period  Formula-based  systems  have  tended  to  rely  on  two  basic  methods:  cost-based 
and  position-based. 

Cost-based  methods  are  often  enrollment  driven  and  typically  involve  a dollar  rate 
multiplied  by  student  credit  hours  or  full-time-equivalent  student  measures.  Position-based 
methods  are  usually  based  on  student-faculty  ratios  multiplied  by  a salary  rate. 

Some  cost-based  methods  provide  recognition  of  needs  by  differentiating  formula  factors 
on  the  basis  of  program  cost,  discipline,  level  of  instruction,  institutional  size  and  other 
variables.  Most  often,  these  are  based  upon  the  average  cost  calculations  for  disciplines 
and  year  of  study  rather  than  marginal  cost  or  variable  cost  Particularly  during  periods  of 
enrollment  stability,  some  jurisdictions  have  begun  to  experiment  with  other  types  of  cost- 
based  methods,  including  marginal  cost  funding. 

Many  of  the  formula  methods  that  remain  in  use  today  have  buffering  or  dampening 
features,  including  slip-year  and/or  multi-year  rolling  averaging  or  smoothing 
measurements,  which  have  the  effect  of  providing  funding  predictability  and  relative 
stability  for  institutions  in  periods  of  enrollment  decline,  and  for  funding  providers  in 
periods  of  growth.  Enrollment  corridors  with  thresholds,  floors  and  ceilings  have  a similar 
dampening  or  buffering  effect  The  cost  or  funding  factors  associated  with  these  corridors 
arc,  if  not  marginal,  typically  non-linear  with  respect  to  enrollment  or  other  associated 
variables. 

Formulas  arc  often  used  to  determine  the  instructional  budget  needs  of  an  institution,  but 
may  also  be  used  to  determine  requirements  or  allocations  in  other  activity  areas,  such  as 
student  support,  capital  renewal,  overhead,  research  or  other  activities. 

Categorical  Approaches 

During  periods  of  enrollment  decline,  stability  or  moderate  growth,  institutional  funding 
objectives  tend  to  focus  on  quality  improvements,  special  needs  and  purposes,  issue  and 
improvement  areas,  and  other  factors. 

As  governments  and  other  stakeholders  have  become  more  concerned  with  qualitative 
aspects  of  post-secondary  education,  new  funding  methods  have  emerged.  A general 
concern  with  purely  formula-driven  mechanisms  is  that,  while  they  work  well  during  times 
of  growth  and  expansion,  they  tend  to  focus  on  input  and  process  measures  rather  than 
outputs,  products  or  outcomes.  Further,  it  is  argued  that  purely  formula-driven  systems 
do  not  accommodate  diversity,  meet  special  needs,  or  reward  best  practices. 

To  accommodate  special  circumstances  along  with  traditional  needs,  some  jurisdictions 
use  special  envelopes  or  categorical  funding,  either  combined  with  incremental  base 
funding  or  with  formula  funding.  Categorical  funding  approaches  involve,  in  essence, 
special  funds  or  funding  envelopes  targeted  for  specific  purposes,  projects,  and  activities. 
Often  categorical  funding  is  used  for  such  areas  as  capital  renewal,  research  initiatives, 
mission-related  purposes,  or  to  create  centres  of  excellence.  Categorical  funding 
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envelopes  may  be  geared  toward  access,  growth,  regional  disparity,  geographic  factors, 
target  populations,  equipment  needs,  etc.  Categorical  funding  may  be  incentive  based,  and 
may  include  matching  grant  components  or  other  cost  and  benefit  sharing  features. 

Contract  funding 

Contract  funding  methods  range  from  what  might  be  described  as  the  pure  market  model, 
that  is,  a free  market  competitive  bidding  and  contracting  for  specified  goods,  services  and 
performance,  through  negotiated  contracting,  to  conditional  program,  project  or  special 
purpose  funding.  The  latter  is  characterized  by  the  specification  of  objectives,  products 
and/or  outcomes  with  conditions  that  must  be  met  for  funding  to  be  provided  or  retained. 
In  some  jurisdictions,  contract  methods  are  referred  to  as  conditional  contracting  and  in  at 
least  one  country,  institutions  enter  into  a formal  agreement  with  respect  to  mandate, 
objectives,  performance  specifications  and  measures,  with  terms  related  directly  to  the 
funding  period. 

Combinations  of  methods 

Many  jurisdictions  use  a combination  approach  and  are  beginning  to  experiment  with 
using  output  or  performance-based  systems.  There  are  many  ways  funding  approaches 
can  be  combined.  For  example,  a differential  cost-based  funding  mechanism  may  be  used 
for  base  funding,  while  categorical  funding  may  be  used  for  specific  project  or  quality 
enhancement  areas  such  as  research,  capital  renewal  or  new  program  expansion  or 
innovation.  Special  envelopes  may  be  formula  driven  (mini-formulas  or  formulas  on  the 
margin)  or  use  incremental  methods  in  establishing  or  reviewing  requests  for  funding  from 
die  envelope. 

Another  variation  is  categorical  funding  as  an  extension  of  the  formula-based  method.  For 
example,  an  overall  base  budget  may  be  determined  through  a cost-based  methodology. 

In  addition,  "percentage  of  the  base”  methodologies  might  be  used  to  support  certain 
activities  such  as  capital  renewal,  research,  student  services  or  overhead. 

Across  a broad  array  of  combination  approaches,  funding  mechanisms  differ  considerably 
in  terms  of  the  portion  of  total  funding  determined  through  incremental,  formula, 
categorical  or  other  approaches.  As  well,  there  is  much  variation  in  the  degree  to  which 
budget  requests  are  fully  funded.  Further,  governing  authorities  also  tend  to  vary  in  terms 
of  whether  formula  methods  are  used  to  build  or  construct  budget  or  grant  requests,  or  to 
arrive  at  the  allocation  of  budgets  or  grants. 

Some  funding  authorities  review  their  funding  mechanism  annually  and  make  frequent 
adjustments,  while  others  rarely  adjust  methods  or  factors  other  than  rates.  As  well,  the 
degree  to  which  institutions  can  allocate  among  spending  categories  once  funding  has  been 
decided  varies  considerably;  that  is,  the  degree  to  which  block  grants  are  provided  as 
opposed  to  funding  that  is  specific  to  function,  purpose  or  program  varies  considerably. 

The  remaining  sections  summarize  experience  in  selected  jurisdictions: 
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= Europe  = 

Over  the  past  ten  years,  Europe  has  seen  significant  changes  in  higher  education. 

Priorities  are  changing  as  the  population  ages.  An  era  of  continuous  expansion  of  higher 
education  since  the  Second  World  War  has  been  replaced  by  retrenchment,  cutbacks  and 
prioritization  as  public  expenditure  shifts  into  areas  that  provide  services  to  senior  citizens, 
such  as  health  care  and  pensions.  The  repercussions  for  institutions  include  the  pegging,  if 
not  compression,  of  budgets  and  the  need  to  demonstrate  increasing  efficiencies  in  the  use 
of  resources. 

In  Europe,  as  in  North  America  and  other  parts  of  the  Western  World,  there  are  four  main 
ways  used  to  determine  institutional  funding:  bureaucratic  methods,  incremental  methods, 
formula  methods  and  contractual  methods. 

Bureaucratic  methods  attempt  to  maintain  state  control  of  institutional  activity  and  are 
common  in  Germany,  Finland,  Greece  and  Portugal.  Under  this  model,  institutions  are 
agencies  of  the  state  and  their  budgets  are  included  in  Ministry  budgets  or  are  approved  or 
controlled  at  a line-item  level.  There  are  North  American  examples  of  this  model, 
including  Alberta’s  Vocational  Colleges.  Norway  and  Spain  have  recently  moved  away 
from  bureaucratic  models. 

Incremental  methods  have  been  popular  in  situations  where  rapid  development,  significant 
inflation,  or  both  are  strong  driving  factors.  However,  in  recent  years  these  have  largely 
been  replaced  in  a number  of  European  countries  by  formula  methods.  This  parallels  a 
withdrawal  from  what  might  be  termed  a ‘political’  management  model  and  its 
replacement  with  methods  driven  by  corporate  and  entrepreneurial  principles.  These 
include  increased  recognition  of  the  interests  of  regional  industry  and  commerce,  stimuli 
for  individual  institutions  to  take  responsibility  for  setting  their  own  strategies,  and  the 
introduction  of  techniques  and  values  from  the  world  of  business. 

While  most  of  the  formulas  being  used  in  Europe  are  based  on  input  measures,  for 
example,  average  cost  per  student  in  various  discipline  groupings,  results-based  methods 
are  appearing.  Examples  of  more  pervasive  approaches  exist,  although  limited,  as  in 
North  America,  to  a relatively  small  proportion  of  total  funding  or  to  some  component(s) 
of  grants.  In  Denmark,  students  receive  a “clip-card”  divided  into  48  monthly  vouchers, 
each  for  a month  of  studies,  is  used  to  encourage  students  to  complete  their  studies  in  a 
timely  fashion.  In  the  Netherlands,  funding  is  based  on  “notional”  enrollment  levels 
derived  from  normative  assumptions  about  relationships  between  intake,  drop-outs  and 
graduation  rates.  Norway  has  moved  from  a “bureaucratic”  method  toward  a more 
indirect  model  of  governance  which  involves  strategic  plans,  formulas  and  reporting 
results. 

Contractual  models  are  appearing  in  Europe.  In  England,  for  example,  components  of  the 
funding  mechanism  have  been  based  on  contractual  principles  in  which  institutions  bid 
competitively  for  additional  students.  Relationships  between  funding  councils  and 
individual  institutions  were  governed  until  1992  by  financial  agreements  incorporating  a 
wide  range  of  requirements  with  respect  to  responsibilities  and  obligations.  Consistent 
with  its  philosophy  of  privatization,  the  government  put  itself  in  the  role  of  the  consumer 
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in  search  of  the  highest  quality  goods  at  the  lowest  possible  price.  Through  a process  of 
“contracting”,  institutions  promised  a Universities  Funding  Council  (UFC)  or  a 
Polytechnics  and  Colleges  Funding  Council  to  provide  educational  services.  Just  as 
individual  institutions  within  each  sector  were  competitors  for  additional  market,  the  two 
councils  competed  for  their  allocations  from  government  In  some  cases  these  contractual 
models  involved  negotiation  of  funding  agreements  based  on  particular  aspects  of 
institutional  missions  and  performance  objectives. 

Legislation  in  1992  replaced  the  two  separate  councils  with  a single  funding  council  for 
higher  education  in  England  (the  Higher  Education  Funding  Council  for  England),  and 
brought  about  similar  structures  in  Scotland  and  Wales  with  special  arrangements  for 
Northern  Ireland.  The  HEFCE  deals  with  universities  including  the  former  polytechnics, 
and  a number  of  university  sector  colleges  which  do  degree  level  work.  A United 
Kingdom  Further  Education  Funding  Council  (UKFEFQ  looks  after  institutions  which 
offer  non-university  programs  to  adults  (post-sixteen).  These  bodies  have  introduced 
funding  methods  which  have  reinforced  the  notion  of  performance-related  funding.  For 
example,  for  each  institution  the  HEFCE  calculates  average  units  of  council  funding 
(AUCF’s)  for  full-time  and  part-time  students  by  dividing  the  institution’s  grants  for  the 
previous  year  by  the  numbers  of  students  that  it  enrolled  in  that  category  (full-time  or  part- 
time).  The  HEFCE  then  gives  money  to  take  additional  students  preferentially  to  those 
with  the  lowest  AUCF’s.  The  method  has  a built  in  control  feature  - if  an  institution  “over 
recruits”  it  can  dilute  its  AUCF  for  the  future.  The  UKFEFC  goes  further  by  basing  part 
of  its  grants  on  graduation  rates  as  well  as  FTE  enrollments. 

EE  Australia  EE 

Post-secondary  education  in  Australia  has  consisted  of  three  sectors:  universities,  colleges 
of  advanced  education  (CAEs)  and  technical  and  further  education  (TAFE).  Until  1988, 
the  practical  distinction  between  the  first  two  sectors  was  that  universities  were  funded  at 
a higher  rate  per  student  than  CAEs,  recognizing  their  research  role  and  function.  The 
university  and  CAE  sectors  have  been  referred  to  as  the  “binary”  system  of  higher 
education,  funded  primarily  by  the  federal  Commonwealth  government  The  TAFE  sector 
has  been  funded  by  the  states  with  federal  augmentation  of  programs  and  funding. 

A 1988  White  Paper  on  higher  education  (Universities  and  CAEs)  in  Australia  identified 
three  main  directions:  (1)  growth  linked  to  economic  progress  and  social  justice,  (2) 
increasing  efficiency  and  raising  quality,  and  (3)  broadening  the  funding  base.  The  first  is 
a continuation  of  a long  standing  policy,  with  a strengthened  argument  with  respect  to 
domestic  and  international  competitiveness.  The  second  has  brought  about  more 
significant  changes  including  the  formal  abolition  of  the  two-part  system  in  1989  and  its 
replacement  by  a unified  national  “higher  education”  system  with  some  36  institutions 
resulting  from  merger  and  amalgamation  of  the  65  which  had  existed  previously.  A 
streamlined  mechanism  for  coordination  replaces  the  former  Commonwealth  Tertiary 
Education  Commission,  which  had  acted  as  an  intermediary  body  between  institutions  and 
government  with  a small  Higher  Education  Council,  advisory  to  the  Minister  of 
Employment,  Education  and  Training.  A major  instrument  for  coordination  is  the 
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negotiation  with  each  institution  of  an  agreement  known  as  the  institution’s  educational 
profile.  The  profile  covers  an  institution's  mandate,  research  plan,  contribution  to 
government  objectives,  funding  options,  performance  measures,  and  the  level  at  which  the 
government  will  provide  funds  for  a triennium.  Australian  universities  and  CAEs  are 
autonomous  organizations  each  operating  with  a council,  senate  or  board  of  governors 
under  acts  of  the  state  parliaments.  Within  this  governance  and  funding  framework, 
accountability  is  reinforced  by  an  annual  cycle  of  reporting  on  performance  related  to  each 
institution’s  negotiated  profile.  In  addition  a Quality  Assurance  in  Higher  Education  fund 
has  been  established  to  reward  institutions  for  effective  performance.  An  average  quality- 
tied  grant  will  be  3-4%  of  an  institution’s  annual  operating  grant  Over  a three  year 
period,  the  focus  is  to  shift  from  an  overview  of  quality  assurance  processes  and  outcomes 
in  the  first  year,  to  teaching  and  learning  in  the  second,  and  to  research  and  community 
service  in  the  third. 

The  TAFE  sector  consists  of  more  than  700  institutions  widely  distributed,  many  in 
remote  areas.  Institutions  in  this  sector  operate  under  state  legislation.  They  receive 
about  75%  of  their  funding  from  state  governments  and  25%  from  federal  sources. 
Coordination  is  shared  between  the  state  governments  and  the  Australian  National 
Training  Authority  which  reports  to  a national  council  of  Minister  of  Vocational 
Education,  Employment  and  Training.  Barriers  between  the  higher  education  and  TAFE 
sectors  began  to  erode  in  the  1980’s.  There  is  now  strong  pressure  for  universities  and 
CAEs  to  give  better  credit  transfer  for  TAFE  qualifications  and  to  break  down  the  barriers 
to  student  mobility  between  institutions  in  different  sectors.  TAFE  funding  and 
governance  structures  vary  by  state  from  what  are  essentially  state-operated  programs  and 
institutions,  to  autonomous  organizations  similar  to  universities  and  CAEs.  Accountability 
procedures  vary  as  well,  from  relatively  specific  monitoring  of  performance  agreements 
and  outputs  in  some  cases,  to  informal  reporting  at  the  other  extreme. 

EE  New  Zealand  EE 

Post-secondary  education  is  provided  in  New  Zealand  by  seven  universities,  25 
polytechnics,  five  colleges  of  education  and  two  wananga.  All  receive  public  funding 
through  the  New  Zealand  Ministry  of  Education.  Government  support  is  also  provided  to 
accredited  private  training  establishments. 

Funding  levels  are  determined  through  the  application  of  an  Equivalent  Full-Time  Student 
(EFTS)  funding  system  through  which  the  following  key  principles  and  requirements  of 
the  1989  Education  Act  are  applied: 

1.  Institutions  have  independence  and  freedom  to  make  academic,  operational  and 
management  decisions,  consistent  with  the  nature  of  services  provided,  efficient 
use  of  national  resources  and  demands  of  accountability. 

2.  Each  institution  is  required  to  have  its  charter  (equivalent  to  Alberta's  “mandate” 
statements)  approved  by  the  Minister,  to  submit,  each  year,  a statement  of 
academic  objectives  (covering  three  years)  as  a basis  for  obtaining  government 
grants  to  implement  the  charter,  and  to  present  an  annual  report  to  the  Minister. 
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3.  A bulk  (block)  grant  determined  by  a funding  formula  incoiporating  the  principle 
that  similar  courses  at  different  institutions  will  be  funded  similarly. 

4.  Each  institution  has  the  authority  to  set  tuition  fees. 

5.  Programs  and  courses  of  study  are  grouped  into  funding  categories  which  attract 
differential  levels  of  funding  per  EFTS. 

6.  Delivery  of  funding  is  driven  largely  by  student  choice.  Institutions  make 
projections  on  a three  year  basis.  Funding  is  provided  on  the  provision  that 
approved  EFTS  levels  are  met.  Enrollments  beyond  approved  levels  are  taken  into 
account  in  determining  subsequent  year  funding. 

7.  Funding  may  also  be  influenced  by  priorities  determined  by  government 

8.  Programs,  activities  and/or  priorities  that  cannot  be  funded  by  the  EFTS  system 
are  considered  for  supplementary  grants  which  are  subject  to  a “notice  of  purpose” 
specifying  outputs  to  be  delivered. 

Accountability  reports  are  required  by  the  Minister  to  justify  levels  of  funding,  for  public 
reporting  and  to  assist  the  Minister  in  giving  policy  advice  to  the  government 

EE  Colorado  EE 

The  Colorado  higher  education  system  consists  of  the  University  of  Colorado  (multi- 
campus), the  Colorado  State  University  system,  the  University  of  Northern  Colorado,  the 
Colorado  School  of  Mines,  four  state  colleges,  four  state-sponsored  community  colleges, 
and  four  local  district  colleges.  The  University  of  Colorado  is  governed  by  an  elected 
board  of  regents  and  each  of  the  other  sectors  has  its  own  board  of  regents  or  state  board. 
The  statewide  planning  and  coordinating  role  is  performed  by  the  Colorado  Commission 
on  Higher  Education  (CCHE). 

An  omnibus  higher  education  bill  passed  in  1985  established  accountability  requirements 
with  the  following  intent: 

1.  That  institutions  be  held  accountable  for  demonstrable  improvements  in  student 
knowledge,  capabilities  and  skills; 

2.  That  these  improvements  be  publicly  announced  and  available; 

3.  That  institutions  express  clearly  to  students  their  expectations  of  student 
performance;  and 

4.  That  these  improvements  be  achieved  efficiently  through  the  effective  use  of 
student  and  institutional  resources  of  time,  effort,  and  money. 

The  CCHE  has  worked  for  a number  of  years  with  institutions  on  the  implementation  of 
policy  and  processes  related  to  review  and  accountability.  The  CCHE  is  authorized  to 
withhold  up  to  two  percent  of  the  funding  for  an  institution  that  has  not  implemented  any 
part  of  the  accountability  program.  This  “two  percent  rule”  has  not  been  invoked,  despite 
threats  to  do  so  in  the  case  of  universities  and  state  colleges  which  were  not  providing 
sufficient  information  from  the  perspective  of  the  commissioners 
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Performance-based  funding  methods:  One  of  the  goals  of  the  Colorado  Higher 
Education  Master  Plan  (1992)  called  for  the  integration  of  assessment  with  policies  that 
reduce  associated  costs.  New  funding  methods  established  by  1993  legislation  provide 
for  performance-related  funding  in  five  policy  areas:  (1)  improved  productivity,  (2)  growth 
in  enrollment,  (3)  expanded  job  training,  (4)  strengthened  ties  with  public  schools,  and  (5) 
increased  financial  aid.  These  areas  have  been  determined  by  a standing  committee 
established  by  law  and  consisting  of  the  CCHE,  leaders  from  both  houses  of  the  legislature 
and  the  Governor.  The  committee  is  part  of  an  annual  cycle  to  review  policy  areas  and 
priorities.  Funding  allocations  are  being  made  on  top  of  base  allocations  and  other 
adjustments  provided  through  existing  funding  mechanisms.  The  CCHE  has  developed 
procedures  for  allocating  performance  funding  across  sectors  and  among  institutions, 
which  include  all  state-funded  universities,  colleges  and  community  colleges. 

EE  Minnesota  EE 

Minnesota  uses  a funding  mechanism  which  can  be  described  as  a differential,  buffered, 
average-cost  budget  building  method. 

The  method  is  based  on  average  costs  differentiated  on  the  basis  of  low,  medium  and  high 
cost  academic  programs  and  on  levels  of  instruction.  The  method  uses  the  products  of 
average  costs  and  enrollments  to  determine  future  funding  levels.  “Buffering”  is 
accomplished  by  relating  requested  resources  to  previous  levels  of  full-year  equivalent 
enrollments.  The  enrollment  base  used  is  that  recorded  two  years  prior  to  the  year  being 
funded. 

Performance-based  funding  methods:  No  special  programs  were  identified. 

EE  Tennessee  = 

The  Tennessee  higher  education  system  consists  of  14  two-year  colleges  and  10  senior 
colleges  and  universities.  The  colleges  are  governed  by  the  Tennessee  Board  of  Regents. 
The  universities  are  governed  by  the  University  of  Tennessee.  In  general,  formula 
methods  are  used  for  the  bulk  of  state  funding  to  higher  education  institutions.  About  94% 
of  general  operating  allocations  and  40%  of  special  purpose  allocations  are  determined  by 
formula  methods.  Supplemental  funding  of  up  to  5.45%  of  state  appropriations  is 
available  to  institutions  on  the  basis  of  performance  outcomes.  Points  are  awarded  for 
categories  such  as  percent  of  accreditable  programs  that  are  accredited,  student 
performance  and  placement 

Tennessee  colleges  and  universities  submit  funding  requests  to  the  Tennessee  Higher 
Education  Commission  (THEQ.  The  Commission  develops  funding  recommendations  for 
the  Governor’s  use  in  developing  a state  budget  which  is,  in  turn,  considered  and 
approved  by  the  state  legislature. 

Separate  budget  building  formula  provisions  are  included  for  various  categories  of  activity 
including:  instruction,  academic  support,  student  services/institutional  support,  operation 
and  maintenance  of  plant  departmental  research  and  general  public  service  activities.  A 
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number  of  these  categories  have  non-formula  elements  in  addition  to  their  formula 
components. 

The  basic  method  for  determining  the  instruction  component  uses  student/faculty  ratios 
and  salary  rates.  Faculty  salary  rates  are  differentiated  in  accordance  with  institutional 
mission  (four  institutional  types),  six  instructional  levels  and  20  program/discipline 
categories.  Instructional  levels  include:  freshman/sophomore,  junior/senior,  graduate, 
doctoral,  law  and  remedial/developmental.  The  twenty  programs/discipline  categories  are 
differentiated  on  the  basis  of  student-faculty  ratios. 

For  other  categories:  Library  needs  are  determined  using  a differential  rate  multiplied  by 
the  number  of  students.  The  instructional  administration  allocation  is  determined  as  a 
percentage  of  the  total  instructional  funds  and  also  differentiated  by  the  type  of  institution. 
Institutional  support  is  determined  using  a base  funding  amount,  coupled  with  a declining 
percentage  based  on  all  other  funding  categories.  Operation  and  plant  maintenance  is 
based  on  a funding  rate  per  square  foot  with  adjustments  for  age  of  facilities,  utilization 
and  square  footage.  Departmental  research  is  prorated  on  the  basis  of  contribution  to  the 
total  research  pool  based  on  sponsored  research. 

Although  category-specific  formulas  are  used  to  determine  the  appropriation,  block  grants 
result  from  the  funding  process.  This  gives  governing  boards  the  authority,  once  funding 
is  appropriated,  to  allocate  or  transfer  funds  among  the  various  categories  in  accordance 
with  institutional  needs  and  priorities.  Where  the  formula  requests  cannot  be  fully  funded, 
two  reduction  methods  are  combined:  protecting  a base  level  of  funding  with  equal 
percentage  increases  and  limiting  entire  amounts  in  proportion  to  shares  of  the  request 
Tuition  fees  are  set  relative  to  state  appropriations.  Fee  revenues  are  equal  to  30-32 
percent  of  the  state  grants  at  a university  or  four-year  college,  24-26  percent  at  a two- 
year  institution,  and  80-90  percent  for  out-of-state  students.  Fee  revenues  are  taken  into 
account  in  appropriations  to  institutions. 

Performance-based  funding  methods:  Tennessee  provides  supplemental  funding  based 
on  performance  outcomes.  The  statewide  program  was  initiated  in  1979  after  pilot 
projects  at  a number  of  institutions.  During  1991-92,  some  $20  million  was  awarded. 
Since  1979,  $181  million  has  been  awarded.  The  policy  has  remained  in  effect  during  years 
of  significant  statewide  reductions. 

Institutions  may  receive  up  to  5.45%  of  their  state  appropriation  based  on  points  awarded 
for  performance.  This  performance  is  measured  on  ten  variables:  (1)  general  education 
outcomes  - measured  by  a test,  (2)  outcomes  in  major  fields  - measured  by  various  tests, 
(3)  specialized  accreditation,  (4)  survey  of  alumni  satisfaction,  and  (5)  corrective  measures 
and  improvement  actions,  (6)  peer  review  of  non-accreditable  programs,  (7)  Master’s 
level  program  review  (for  universities);  job  placement  rates  for  Two-year  colleges,  (8) 
minority  enrollment  goals,  (9)  student  retention  and  graduation  rates,  and  (10)  attainment 
of  planning  “benchmarks”.  Up  to  ten  points  are  awarded  for  performance  on  each 
indicator.  A score  of  100  would  result  in  a 5.45%  award  of  the  institution’s  state 
appropriation.  A score  of  60  would  result  in  an  award  of  60%  of  5.45%.  During  1991-92 
institutional  scores  ranged  from  60  to  96. 
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The  Tennessee  performance  funding  program  receives  stronger  support  from  the 
legislature  than  from  most  institutions.  In  the  words  of  THEC’s  Executive  Director, 
performance  funding  is  “the  5 percent  of  the  budget  that  allows  us  to  sell  the  other  95 
percent”  (reported  by  Peter  Ewell  in  Charting  Higher  Education  Accountability.  ECS, 
1994.) 

Tennessee’s  accountability  framework  includes  a statewide  plan,  “Tennessee  Challenge 
2000”,  which  is  a master  plan  for  setting  goals  and  reporting  performance  related  to 
educational  improvement  (K-12  through  higher  education).  Although  there  is  no  direct 
link  between  these  performance  reports  and  funding,  some  of  the  measures  are  very  similar 
to  those  in  the  THEC  performance  funding  program. 

= Texas  EE 

Texas  has  used  funding  formulas  the  period  following  World  War  IL  The  current 
mechanism,  in  use  since  1954-55,  was  last  revised  in  1988-89.  Texas  has  a state-wide 
Higher  Education  Coordinating  Board  (THECB)  with  responsibility  for  two-year  colleges, 
health  science  centres,  experiment/extension  centres,  four-year  (senior)  colleges  and 
universities.  The  THECB  funding  mechanism  applies  to  all  higher  education  institutions. 

Seventy  per  cent  of  the  general  operating  appropriations  for  Texas  colleges  and 
universities  is  determined  through  formula  methods.  Separate  budget  building  formula 
methods  are  used  for  each  of  the  following  categories:  instruction,  academic  support, 
student  services,  institutional  support,  operation  and  maintenance  of  plant  and 
departmental  research.  A number  of  these  categories  have  non-formula  components,  as 
well 

The  basic  method  for  determining  the  instruction  component  is  based  on  “cost  per  student 
credit  hour”.  Student-faculty  ratios  are  used  for  both  senior  colleges  and  universities  to 
develop  a “cost  per  student  credit  hour”  model.  “Unit  cost  per  contact  hour”  is  used  for 
two-year  institutions.  These  cost  calculations  are  differentiated  on  the  basis  of  course 
level  and  discipline  or  program.  There  are  five  course  levels:  undergraduate  at  a four-year 
institution,  undergraduate  at  a two-year  institution,  master's,  special  professional,  and 
doctoral.  There  are  19  disciplinary  differentiations. 

For  other  categories:  Library  needs  are  determined  using  degree  level  rates  multiplied  by 
the  semester  credit  hours.  The  allocation  for  instructional  administration  is  determined  as 
a percentage  of  the  faculty  salary  budget  Funding  required  for  institutional  support  is 
built  up  using  a combination  of  headcount  enrollment  number  of  active  employees  and 
other  factors.  Departmental  research  is  funded  on  the  basis  of  a dollar  amount  per  full- 
time-equivalent  faculty. 

Although  categorical  formulas  are  used  to  determine  the  appropriation  to  an  institution, 
funds  are  provided  as  “block  grants”.  An  institutional  board  has  the  authority,  once 
funding  is  appropriated,  to  allocate  or  transfer  among  the  categories  in  accordance  with 
institutional  needs  and  priorities. 

Tuition  rates  for  in-state  and  out-of-state  students  are  set  by  the  legislature. 
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Performance-based  funding  methods:  In  1991  the  Texas  State  Legislature  began  a 
reform  movement  with  the  objective  of  providing  greater  accountability  in  the  use  of  state 
funds.  Performance-based  funding  methods  were  to  be  used  to  determine  funding 
allocations  to  institutions  and  agencies.  These  were  to  be  based  on  output  and  outcome 
measures. 

Separate  plans  were  developed  for  (1)  universities  and  four  year  institutions,  and  (2) 
community  colleges.  Each  plan  included  ten  goals  and  related  performance  measures, 
each  tied  to  a state-level  goal.  One  common  goal  was  to  increase  the  education  level  of 
citizens.  The  measure  to  be  used  in  assessing  this  goal  was  the  number  of  degrees 
awarded.  For  universities,  increasing  the  successful  participation  of  minority  students  was 
a goal,  with  the  number  of  minority  graduates  set  as  a measure.  Another  university  goal 
was  increasing  external  support  of  research.  The  measures  for  this  goal  would  be 
proportionate  funding  by  related  source  and  increasing  the  commercialization  of  research 
outcomes  with  income  from  research-related  intellectual  property.  Improving  the 
transferability  of  students  between  two-year  colleges  and  public  universities  was  a 
community  college  goal.  Its  measure  would  be  the  number  of  undergraduate  students 
enrolled  in  Texas  universities  who  had  completed  15  credit  hours  at  a college  in  the  three 
prior  years.  This  goal  was  repeated  with  a specific  focus  on  minority  students. 

The  THECB  proposed  to  fund  performance  by  reallocating  two  percent  of  the  prior  base 
appropriation  in  the  first  year  of  implementation  and  five  percent  in  the  second  year  of  a 
biennial  appropriation. 

Although  the  proposals  were  endorsed  by  the  THECB  and  most  institutions,  they  were 
not  ultimately  approved  in  the  legislature.  Reasons  cited  for  the  proposal's  failure  included 
the  Legislative  Budget  Board’s  recommendation  to  increase  second  year  funding  to  10  per 
cent  and  institutional  opposition  to  this  change.  Prospects  of  significant  reallocations  from 
politically  powerful,  larger  universities  to  the  smaller  and/or  less  powerful  also  worked 
against  the  proposals.  Another  reason  cited  is  the  absence  of  emphasis  on  measures  of 
quality  and  the  view  that  reductions  in  funding  for  poorly  performing  institutions  may  not 
lead  to  their  improvement 

= Virginia  EE 

Like  Alberta,  Virginia  has  been  recognized  for  operating  one  of  the  leading  and  better 
funded  higher  education  systems  in  North  America.  Virginia  has  a strong  history  in  the 
use  of  formulas  and  since  the  1960’s  has  been  innovative  in  adapting  its  funding 
mechanism  to  changing  state  and  institutional  circumstances.  Virginia  introduced  a budget 
plan  in  1991-92  with  three  major  goals:  access,  excellence,  and  accountability.  From 
1989-90  to  1991-92  funding  to  institutions  was  reduced  by  30%.  Enrollment  grew  by  8% 
over  the  period. 

Virginia  has  a state-wide  coordinating  agency,  the  Council  on  Higher  Education,  through 
which  the  institutions  make  requests  on  the  basis  of  budget  building  formulas  which  cover 
90%  - 95%  of  general  operating  appropriations  and  40%  of  special  purpose  funding.  The 
formula  methods  used  are  similar  to  those  used  in  Tennessee  and  Texas. 
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Although  functional  category  formulas  are  used  to  determine  institutional  appropriations, 
movements  of  funds  between  objects  of  expense  and  programs  can  be  done  routinely. 
However  the  movement  of  funds  between  major  programs  (e.g.,  educational,  general, 
auxiliary,  sponsored)  is  rare  and  more  closely  controlled  by  the  state.  Tuition  rates  are  set 
by  institutions.  At  four-year  institutions,  tuition  ranges  between  30%  and  35%  of  program 
costs  for  residents  and  100%  of  cost,  on  average,  for  non-residents.  Tuition  fees  at 
community  colleges  cover  30%  of  costs  for  residents  and  120%  for  non-residents. 

Performance-based  funding  methods:  Virginia’s  funding  mechanism  features  several 
programs  focused  on  quality  that  provide  supplementary  funding.  These  include  an 
Eminent  Scholars  program  to  attract  top  faculty,  a Funds  For  Excellence  program  based 
on  competitive  grants  for  curriculum  innovation,  a Centres  of  Excellence  & Specialization 
program,  which  has  provided  one-time  competitive  grants  to  eight  institutions,  and  most 
recently,  a program  to  address  excellence  and  incentive  issues  related  to  undergraduate 
curricular  change  and  the  infusion  of  global  perspectives,  improved  teaching  skills,  and 
improved  productivity. 

EE  Washington  EE 

The  State  of  Washington  had  used  formula  methods  since  the  1960s  but  discontinued  their 
use  after  the  1981-83  budget  period.  Under  these  budget-building  methods,  general 
funding  for  operations  and  instruction  was  determined  primarily  on  the  basis  of  a student- 
faculty  ratio,  which  involved  differentials  depending  upon  level,  program  and  institution 
type.  There  were  separate  formula  provisions  for  library  services  (based  on  number  of 
holdings),  student  services  (based  on  enrollment  and  dormitory  occupancy)  and  plant 
management  (based  on  factors  for  utilities,  janitorial  services  and  other  factors).  During 
the  mid  1970s  and  early  1980s,  the  state’s  enrollment  numbers  leveled  off.  Over  the  years, 
the  state  had  not  come  even  close  to  funding  at  formula  levels  and  the  methods  were 
complex  and  not  easily  understood.  Before  the  formula  methods  were  scrapped,  the 
recommended  budgets  were  69  percent  funded. 

Since  1983-85,  Washington  has  developed  a relatively  novel  funding  mechanism. 
Parameters  have  been  established  such  as  minimum  spending  per  student  and  minimum 
faculty  levels.  These  are  parameters  for  budgets  at  a relatively  high  level  rather  than 
explicit  formula  levels.  Washington  uses  these  parameters  to  compare  with  other  states 
and  establish  benchmarks.  Overall  funding  levels  are  influenced  by  comparison  of  student- 
faculty  ratios,  revenue  per  student  and  other  indicators.  These  measures  are  used  to 
present  budget  requests  to  the  legislature  and  provide  an  indication  of  under-funding.  In 
1987-89,  eight  peer  institutions  were  assigned  to  each  of  Washington’ s institutions.  The 
Carnegie  classification  system  has  since  been  adopted,  which  uses  a different  combination 
and  larger  number  of  peer  institutions.  In  benchmarking  with  peer  institutions, 
Washington's  governing  authorities  decided  that  its  institutions  should  be  at  the  75th 
percentile  of  their  national  peer  institutions  for  the  funding  level  per  student . Any 
variance  was  referred  to  as  the  "peer  gap". 
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Washington  state  collects  all  tuition  revenue  and  allocates  these  funds  to  institutions, 
along  with  regular  state  appropriations  on  the  basis  of  peer  comparison.  Tuition  is  set  as  a 
percentage  of  the  cost  of  instruction. 

Performance-based  funding  methods:  The  Washington  funding  mechanism  is  regarded 
by  most  observers  as  an  innovative  and  effective  performance-related  funding  mechanism. 
No  other  methods  were  identified. 

= British  Columbia  = 

British  Columbia’s  public  post-secondary  education  system  includes  four  universities,  15 
community  colleges  (four  offering  undergraduate  degree  completion  opportunities),  three 
technical  institutes,  a college  of  art  and  the  Open  Learning  Agency.  Provincial  funding  is 
provided  through  the  Ministry  of  Skills,  Training  and  Labour  with  separate  funding 
mechanisms  used  for  (1)  the  colleges  and  technical  institutes,  and  (2)  the  universities. 

Funding  to  college  and  technical  institutes  is  allocated  on  an  annual  basis  through  a 
mechanism  that  includes  a negotiation  process  and  an  allocation  formula.  The  negotiation 
process  reconciles  an  institution’s  assessment  of  community  and  educational  needs  with 
the  system-wide  perspective  of  the  Ministry  and  involves  a review  of  program 
performance,  the  determination  of  funding  priorities  and  planning  for  future  educational 
services.  The  process  results  in  the  approval  of  an  instructional  program  and  services 
deliveiy  “profile”  for  each  institution.  The  profile  specifies  the  number  of  funded  Full- 
Tune  Equivalent  Students  (“FTEs”)  for  each  program,  which  in  turn  drives  the  allocation 
of  Base  Operating  Grants  through  the  Ministry’s  funding  formula.  The  “profile”  becomes, 
in  effect,  a contract  between  the  institution  and  the  Province,  with  the  expectation  that  the 
institution  will  provide,  at  a minimum,  the  overall  level  of  services  upon  which  the 
allocation  of  funding  is  based. 

The  formula  allocates  the  funding  available  for  a fiscal  year  in  three  categories: 
instructional,  instructional  support,  and  general  support.  Within  an  instructional  category, 
an  institution’s  share  of  total  provincial  FTEs  weighted  by  program  for  resource 
intensiveness,  program  duration,  and  technological  factors  determines  the  institution’s 
share  of  the  funding  available  for  instruction.  For  an  instructional  support  category,  FTEs 
are  weighted  by  support  duration  and  economy  of  scale  factors;  for  general  support, 
similar  weighting  factors  are  applied.  In  each  case,  the  institution’s  share  of  the  provincial 
total  of  weighted  FTEs  in  each  category  determines  the  share  of  grant  Adjustment 
factors  are  applied  for  vocational,  apprenticeship  and  adult  basic  education  programming. 
A high  intensity  technology  support  adjustment  is  applied  for  programs  where  this  is  a 
factor.  The  three  components  of  the  allocation  are  combined  and  provided  to  each 
institution  as  a block  grant  with  the  onus  on  the  institution  to  deliver  the  level  of  service 
associated  with  its  funded  FTEs. 

The  B.C.  Colleges  and  Institutes  funding  mechanism  is  currently  under  review.  As  well, 
the  Ministry  is  currently  working  with  institutions  to  develop  methods  and  processes  to 
better  link  and  support  the  accountability  activities  underway  in  a number  of  institutions 
with  a system-wide  framework. 
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Over  the  past  four  decades  the  evolution  of  the  university  sectors  in  Alberta  and  British 
Columbia  have  run  in  parallel.  Both  created  new  universities  which  have  matured  into 
major  Canadian  institutions  of  higher  education,  both  introduced  and  later  phased  out 
intermediary  bodies  (universities  commissions)  to  deal  with  the  issues  of  equity  funding 
among  growing  institutions,  and  both  used,  at  various  times,  formulas  for  the  allocation  of 
block  grants  to  the  universities. 

A formula  was  used  in  British  Columbia  for  the  years  1978-79  through  1981-82.  This 
grant  allocation  formula  was  essentially  a buffered  enrollment-driven  funding  mechanism 
which  took  into  account  unique  elements  of  the  system  such  as  the  extra  costs  of  the 
trimester  program  at  Simon  Fraser  University.  Initial  allocations  to  institutions  were 
adjusted  post  facto  to  correct  enrollment  projections  which  fell  above  and  below  the  mark. 
Through  most  of  the  1980s,  including  a constraint  period  of  several  years,  allocations 
were  incremental  adjustments  made  by  the  ministry  responsible  for  universities,  to  the 
institutional  shares  which  resulted  from  the  funding  formula.  In  1989,  the  Ministry  of 
Advanced  Education,  Training  and  Technology  introduced  the  Access  Program  which  set 
1988-89  enrollments  as  base  and  established  a method  to  fund  the  full  average  costs  of 
new  enrollment  as  jointly  negotiated  targets  were  met  In  1992,  as  earlier  in  Alberta,  J. 
Stefan  Dupre  was  engaged  to  do  an  equity  study  for  the  province  at  the  request  of  the 
University  Presidents’  Council  and  the  Ministry.  He  recommended  a funding  envelope 
framework  of  some  eight  envelopes  which  were  to  be  all  inclusive  of  the  total  grant 

The  current  university  funding  mechanism  yields  an  incrementally  adjusted  base  operating 
grant  intended  to  support  specified  enrollments.  There  is  additional  funding  for  enrollment 
growth,  development  of  the  new  University  of  Northern  British  Columbia,  pay  equity, 
equipment  replacement,  matching  funds,  both  in  cash  and  debenture  capital,  and  a variety 
of  special  purpose  grants  including  an  innovation  fund 

Performance-based  funding  methods:  A recent  example  is  the  Innovation  Fund,  which 
in  1994-95  was  1%  of  each  institutional  grant  and  reduced  in  1995-96  to  about  0.5%. 

The  overall  mission  of  the  Fund  is: 

“In  collaboration  with  our  system  and  social  partners,  to  foster  a more  effective  and 
efficient  post  secondary  education  system  through:  system-wide  innovation  and 
linkages;  quality  and  accountability;  accessibility  and  equity;  relevance  and 
responsiveness  to  changing  economic,  technological  and  social  forces,  in  order  that  a 
world-class  work  force,  an  informed,  active  citizenry,  and  creative,  caring  individuals 
are  enabled  to  fashion  the  lifelong  learning  culture  and  organizations  necessary  for  the 
knowledge-based  global  economy  of  the  21st  century.” 

==  Nova  Scotia  = 

Nova  Scotia  has  had  a lengthy  history  of  providing  the  bulk  of  institutional  funding  on  the 
basis  of  weighted  enrollment  Until  1987-88,  funding  was  based  on  weighted  full-time 
equivalent  enrollment  with  weight  differentiation  by  program  and  level  of  instruction. 

The  formula  was  disbanded  in  1989-90  and  since  then  institutions  have  received  block 
funding.  A small  policy  envelope  exists,  comprising  less  than  .5%  of  the  overall  provincial 


43 


post-secondary  budget,  to  accommodate  emerging  needs  and  some  indirect  costs  of 
research. 

An  intense  discussion  and  review  of  the  funding  mechanism  is  now  underway.  The 
province  proposes  to  implement  a new  funding  mechanism  using  an  envelope  funding 
approach  through  which  institutions  would  receive  a basic  grant  The  calculation  of  this 
basic  grant  would  reflect  the  cost  of  doing  business,  taking  into  account  both  staffing  and 
enrollment  levels.  Corridors  would  be  established  for  each.  Adjustments  to  this  basic 
grant  would  occur  if  there  are  breaches  to  the  corridor  and  if  there  needs  to  be  a price 
adjustment  The  price  adjustment  would  be  across-the-board. 

Performance-based  funding  methods:  In  addition  to  the  basic  grant,  a performance- 
based  envelope  is  proposed  which  would  likely  comprise  between  2%  and  5%  of  the 
province's  post-secondary  grants.  Several  elements  will  be  considered  in  determining 
allocations  from  the  envelope,  including  public  policy  goals  relating  to  institutional  cost 
efficiency,  degree  of  collaboration,  administrative  savings,  cost-sharing  initiatives,  and 
overall  institutional  performance  determined  by  outcome-based  measures.  Performance 
measures  for  this  last  component  have  not  yet  been  determined. 

EE  Ontario  EE 

Ontario  funds  post-secondary  institutions  through  a Ministry  of  Education  and  Training 
(MET)  using  funding  mechanisms  which  include  formula  methods  for  the  allocation  of 
grants  among  institutions.  Separate  mechanisms  exist  for  the  colleges  and  universities 
sectors. 

The  colleges  sector  consists  of  23  Colleges  of  Applied  Arts  and  Technology  (CAAT). 

The  sector  is  provided  with  an  annual  basic  operating  grant  which  is  set  by  the 
government.  The  government  adjusts  the  size  of  the  operating  grant  each  year  but  not 
necessarily  in  any  direct  relationship  to  enrollment  or  other  volumes,  capacities  or  cost 
factors.  Provincial  training  grants  are  provided  to  colleges  on  a negotiated  agreement 
basis. 

Before  distributing  the  basic  operating  grant  to  colleges,  the  MET  allocates  amounts  to 
support  such  initiatives  as  instructional  equipment,  facilities  renewal,  northern  programs, 
special  needs,  and  other  special  purposes.  The  amount  drawn  from  the  appropriation  for 
such  purposes  has  grown  from  4%  in  1986-87  to  14%  in  1992-93.  The  balance  is 
distributed  among  the  23  colleges  on  the  basis  of  relative  levels  of  activity  using  a formula 
method  that  reflects  other  expense  and  cost  factors. 

Levels  of  activity  are  measured  in  funding  units  with  a full-time  student  in  a general 
business  program  for  one  year  (two  semesters)  equal  to  one  funding  unit  Part-time 
activity  is  measured  in  terms  of  student  contact  hours  and  converted  to  equivalent  funding 
units.  Relative  costs  in  various  programs  are  reflected  in  a weighting  system  used  across 
the  province  for  all  college  programs.  Geographic  and  scale  adjustments  are  made  to 
college  activity  bases  to  increase  the  range  of  programming  offered  by  smaller  and  more 
remote  colleges.  These  factors  range  from  0%  for  the  largest  to  10%  for  the  smallest 
institutions,  plus  up  to  20%  for  those  in  the  most  remote  areas  of  the  province.  In 


44 


addition  there  is  a multi-campus  allowance  (of  up  to  7.5%)  for  colleges  with  higher 
percentages  of  enrollment  located  more  than  80  kilometres  from  their  main  campus. 

The  CAAT  funding  mechanism  was  implemented  in  1981-82.  To  provide  stability  in 
revenue  levels  and  a reasonable  planning  horizon  for  adjustments  to  changes,  the 
allocation  formula  included  a two-year  rolling  average  or  “buffering”  technique  for 
calculating  college  activity  bases.  Although  relative  cost  factors  have  been  added  and 
adjusted  over  the  years,  the  most  significant  change  in  the  mechanism  was  the  addition  of 
a year  to  the  rolling  average  period,  as  a result  of  a consultative  review  of  the  mechanism 
in  1991. 

For  the  universities  sector,  Ontario  has  established  an  intermediary  advisory  body,  the 
Ontario  Council  on  University  Affairs  (OCUA)  which  recommends  on  the  funding  of 
universities.  The  OCUA  regulates  support  of  university  academic  programs  by  providing 
advice  on  which  programs  should  be  approved  for  funding  purposes,  and  brings  policy 
issues  pertaining  to  universities  to  the  attention  of  government  The  OCUA,  at  the  request 
of  the  Minister  of  Education  and  Training,  is  reviewing  the  system  for  distributing 
operating  grants  to  Ontario  universities. 

The  university  system  relies  on  government  grants  for  about  54%  of  its  total  funding. 

Prior  to  1967,  operating  grants  were  determined  on  an  incremental  basis.  In  that  year  a 
funding  mechanism  was  introduced  which  relied  heavily  on  what  has  become  known  as  the 
“basic  income  unit”  method.  This  method  is  an  allocation  formula  using  enrollment 
weighted  by  a set  of  factors  approximating  relative  costs  in  various  program  levels  and 
disciplines.  The  formula  features  of  this  mechanism  remain  in  use  within  two 
“envelopes”:  the  Formula  (Basic)  Grants  envelope  and  a Transition  to  New  Corridors 
envelope.  Other  envelopes  include  Research  Overheads/Infrastructure  grants,  Mission- 
Related  Institution-Specific  grants.  Special  Purpose  and  Faculty  Renewal  grants,  and  a 
number  of  other  relatively  small  grant  categories. 

Through  the  Formula  (Basic)  Grants  envelope,  each  institution  receives  a fixed  share  of 
the  system's  Basic  Operating  Income  (which  includes  formula  grants  plus  government-set 
tuition  fees)  so  long  as  its  five-year  moving  average  of  weighted  enrollment  (Basic  Income 
Units)  remains  within  3 per  cent  of  the  level  of  enrollment  associated  with  its  share  as 
established  in  1986.  This  establishes  a “corridor”  within  which  funding  is  insensitive  to 
enrollment  change.  A decrease  in  an  institution’s  five-year  moving  average  enrollment  to 
a level  below  the  floor  of  its  corridor  will  result  in  decreased  funding.  However, 
institutions  do  not  necessarily  receive  new  funding  if  enrollment  goes  above  the  corridor. 
This  event  triggers  a review  and  negotiation  for  a higher  institutional  corridor  level  if 
government  is  willing  to  support  higher  levels  of  enrollment. 

In  recognition  of  significant  enrollment  growth  since  1986  (the  corridor  base  year) 
supplemental  formula  funding  is  allocated  through  the  Transition  to  New  Corridors 
envelope.  This  envelope  was  introduced  in  1989-90  and  involved  a renegotiation  of 
university  corridor  levels. 

The  Research  Overheads/Infrastructure  envelope  provides  grant  support  in  recognition  of 
the  overhead  costs  of  sponsored  research.  Funding  through  this  envelope  is  allocated  on 
the  basis  of  an  institution’s  share  of  a three-year  moving  average  of  peer  adjudicated 
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research  grants  from  the  Natural  Science  and  Engineering  Research  Council,  the  Medical 
Research  Council  and  the  Social  Sciences  and  Humanities  Research  Council 

Approximately  93%  of  university  funding  is  provided  through  the  envelopes  to  support 
instruction,  research  infrastructure,  public  and  community  services,  academic  support  and 
student  services,  general  administration  and  overhead,  plant  maintenance  and  other 
operational  expenditure.  These  funds,  plus  an  additional  3 percent  from  other  envelopes, 
are  provided  as  “block  grants”  which  enable  each  institution  to  budget  and  expend  funds 
in  accordance  with  institutional  plans  and  priorities.  Less  than  4 per  cent  of  Ontario’s 
university  operating  funding  is  tied  to  specific  expenditures. 

Performance-based  funding  methods:  Although  Ontario’s  funding  mechanisms  do  not 
include  specific  performance  funding  methods,  some  of  the  factors  applied  in  the  colleges 
formula,  and  some  of  the  “envelopes”  in  the  universities  mechanism  appear  to  serve 
purposes  similar  to  those  of  performance  funding  methods  in  some  other  jurisdictions. 

EE  Other  Provinces  = 

Reports  from  other  provinces  indicate  that  changes,  where  anticipated,  are  not  as 
significant  as  those  described  in  the  above. 

Manitoba’s  funding  mechanism  incorporates  a block-funded  incremental  process.  No 
major  changes  are  anticipated  in  the  near  future. 

In  New  Brunswick  funding  is  allocated  on  the  basis  of  an  enrollment  weighted  formula. 
The  funding  formula  was  introduced  in  the  1970s  and  modified  throughout  the  1980s. 

The  formula  was  disbanded  owing  to  limited  resources,  but  was  recently  reintroduced  for 
the  1995-96  fiscal  year.  In  general,  each  institution  receives  75%  of  the  funding  it 
received  in  the  previous  year.  The  remaining  25%  is  allocated  on  the  basis  of  an 
enrollment  weighted  formula,  with  differential  weights  for  both  program  and  level  of 
study.  If  a price  adjustment  factor  is  applied,  it  is  not  applied  differentially  but  across-the- 
board.  There  is  also  a three-year  moving  average. 

Allocation  of  funding  in  Newfoundland  is  made  following  a detailed  review  of  each 
institution's  requirements.  Increases  or  decreases  are  differential  and  based  on  unique 
circumstances.  While  a change  in  this  process  is  not  contemplated,  the  ministry  has 
initiated  a review  of  its  accountability  framework  and  of  program/course  costing  to 
determine  direct  and  indirect  costs  for  selected  program  areas.  It  is  anticipated  that 
institutions'  audited  financial  statements  will  be  supplemented  by  program-costing  data. 

Funding  allocations  in  Prince  Edward  Island  follow  incremental  line  item  budgeting  and 
are  negotiated  individually  with  the  institution.  No  changes  are  anticipated  in  the  near 
term. 

Saskatchewan’s  funding  allocations  to  institutions  are  provided  through  a block-funded 
incremental  process.  No  changes  are  anticipated  to  the  present  process.  The  ministry  is 
developing  a funding  formula  for  distributing  capital  renewal  grants,  based  on  square 
footage,  enrollment  and  other  factors. 
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